Abstract. As the impact of the financial crisis subsided and the global economic recovery, the global financial markets gradually recovered. This article selects Tiffany Company as the research object. Through the financial data published in recent years, using FCFF and DCF model for modeling analysis and forecasting, it is found that the expected stock price at the time of research is far higher than the real-time stock price at that time and the expected stock price Evaluate the model with the stock price now and give investors advice.
Introduction
Tiffany & Co. is a holding company that operates through its subsidiary companies (the "Company"). The Company's principal subsidiary, Tiffany and Company, is a jeweler and specialty retailer, whose merchandise offerings include an extensive selection of jewelry (93% of net sales in fiscal 2015), as well as timepieces, sterling silverware, china, crystal, stationery, fragrances and accessories. Through Tiffany and Company and other subsidiaries, the Company is engaged in product design, manufacturing and retailing activities (Tiffany & Co. official site, 2016).
Tiffany is renowned for the luxury goods it produces and manufactures such as diamonds, colored gemstones and fragrances. Tiffany claimed itself to be an arbiter of taste and style, and is well-known in popular culture.
Tiffany & Co.'s corporate rating is assigned 'A-' by Fitch and 'BBB+' by S&P, that reflects Tiffany's strong positioning in the global luxury jewelry market.
The total number of shares outstanding is 126.04 million and the total sales in 2015 is 4130 million dollars. As calculated, the WACC of the company should be 8.8% and cost of equity should be 9.84%. In the Then we use the WACC and Re we calculated to discount the FCFF and FCFE to the year 2015, add excess cash & none-operating assets to calculate the equity value. At last, divide equity value by the total shares of outstanding.
Valuation Model
The estimated share price are shown as: So the estimated stock price should be between $84.49 and $89.38, if we give them the same weight as 50%, the target price should be $86.935, the real stock price in Fri. 4/22/2016 is $73.03, so the estimated price is about 19% higher than the real stock market price.
As we conducted the Monte Carlo simulation, we stimulate 50000 trials at a confidence level of 95%, we get the following results: 
Financial Analysis
In September 22th, 2015, Fitch Ratings has assigned an Issuer Default Rating (IDR) of 'A-' to Tiffany & Co. As they conducted in their statements, "The ratings reflect Tiffany's strong positioning in the mid-to high-tier global luxury jewelry market supporting mid-single digit top line growth, high EBITDA margins, strong liquidity and reasonable credit metrics" ( Reuters, 2015) . As the analyst in Fitch expected the top line growth of 6% to 6.5% as well as EBITDA margin to improve modestly from 26% currently, as a result, the FCF should be about $200 million annually (post dividends). Also, we can see that the market value of the total debt of the company is 1103.9 million dollars, only taking 12% part of the total value. That means the liquidity situation of Tiffany is very good.
From the perspective on solvency, out of Tiffany's total $1103.9 million debt, $309.1 million is short term debt. That means about 28% of total debt is short term and 72% is long term. In the past 5 years the value of long term debt and total debt increased significantly, while short term debt remain nearly constant for the recent 3 years. The overall ability of solvency is good. The profitability of the company take great advantage of the market Tiffany is in. The most important product of Tiffany is diamond, which is a highly monopolistic market. Also, luxury produced company converged in the U.S. and western Europe take most of the market. As a result, the profitability from international markets such as Japan (14% of revenue and 23% of operating income as of Jan. 31, 2015), Asia Pacific, Canada, Europe and Latin America contributes more than 55% of the company's total revenues and 60% of operating income. This diversification provides stability to the company's operations as shown in the EPS which remains nearly 3.5 for the past 5 years, and dividend per share grow from 1.1 to 1.6 meanwhile. As we can see from the table above, Tiffany & Co. is significantly bigger than average in jewelry industry in sales and company size. The profitability reflecting ratio including P/E ratio, EPS and operating margin are significantly higher than the industry average. But meanwhile, with almost 8 times bigger than its peers in market cap, the revenue falls behind. As we conducted in the part 2 in this project, the cost of goods sold and SGA are too big that hinder the company from more EBITDA. So Tiffany & Co. should concentrate more on cutting their cost.
Summary
As a conclusion of all the calculation and information above, I recommend my clients to buy the stocks of Tiffany & Co.. From the sensitivity analysis, the intended stock price is $86.94 while the 4/22/2016 stock price is $73.03. Due to the low elasticity and substitutability of Tiffany's main product, interest rate risk and systematic risk may have little impact on the total sales of Tiffany. Now the current stock price is $96.34 in line with our expectations. We can choose FCFF and DCF model to Forecast company stock price and invest.
